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AFGHANISTAN: KEY ECONOMIC INDICATORS 


All Values in US$ Million Unless Otherwise Indicated. 
Official Exchange Rate: U.S. $1 = 45 Afghanis. 
Free Market Rates Vary But Averages for The Periods Are Shown. 


A B C D 
Year (Afghan calendar years begin 1355 1356 #Change 1357 (Est) 
on March 21) (1976-77) (1977-78) A/B (1978-79) 
Exchange Rates tied to money bazaar 
US$1=Afghanis (average for period) 47.4 44.0 
INCOME 
GNP At Constant (1975/76)Prices 


Per Capita GNP Constant (75/76) 
Prices 


MONEY & PRICES 


Money Supply (millions of 
Afghanis) 


Kabul Price Index (1968/69=100) 
BALANCE OF PAYMENTS & TRADE 
Gold & Foreign Exchange Reserves 


External Public Debt 
(including undisbursed) 


Annual Debt Service 
(disbursed/ budgeted) 29:02 3 5 S7a4 


Balance of payments (surplus) 64.7 ‘ 100 
Balance of Trade (deficit) -45.1 -110 


Exports, FOB 202.9 : 340 
US Share S.a% 742 5% 


Imports, CIF 327.6 : 28.2 450 
US Share 2.1% = Sm 3% 


Main Imports from the U.S. (1977/78): used clothing ($2.0 million) 
cigarettes ($1.7 million). (These two 
are traditional imports from the U.S.);3 
fertilizers ($6.1 million) 


Sources: Afghan Government, IBRD, ADB, and IMF statistics plus Embassy 
estimates. 


N.B. Statistics in Afghanistan, except for the central bank's own 
data, are generally not considered to be very accurate. 





SUMMARY 


Afghanistan is one of the world's least developed countries, 
but its overall economic situation is relatively good at 
present. Its official reserves have grown substantially 
during the past two years and are now sufficient to finance 
about a year's imports. It gets good prices for most of its 
exports and can count on sizable foreign aid to support many 
if not all of its development plans. 


In April 1978 a staunchly leftist, pro-Soviet regime seized 
power and began implementing policies designed to convert 
feudal Afghanistan into a socialist state. Various of 
those policies, however, have alienated many conservative, 
religious and/or nationalistic Afghans to the extent that 
some have initiated guerilla activities against the regime 
in remote areas. Although the regime controls all urban 
areas as of April 1979, the outlook for political stability 
is uncertain. 


Aside from the political situation, there are several other 
existing or potential problem areas that merit close watching 
over the next 12 months. These include the likely adverse 
affect of drought conditions in some areas (and of certain 
government policies) on agricultural production and trade, 
the level of government revenues and expenditures, and 
foreign exchange reserves. The main commercial opportuni- 
ties for U.S. firms should lie in the sale of sundry food- 
stuffs, and in contracts for development projects financed 

by international lending institutions. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Afghanistan is one of the world's poorest countries. Its 
approximately 15 million inhabitants occupy an arid, moun- 
tainous land roughly the size of Texas. About 10 million 
Afghans are settled in rural areas and another 1.5 - 2.0 
million are nomads. The illiteracy rate is high (about 

90%) as is the mortality rate, especially among the very 
young. Much of the rural economy. has been traditionally or- 
ganized on feudalistic lines, and tribal mores dominate 

life in many areas. 





Most of the economy is based on relatively primitive agri- 
culture, including livestock raising. Wheat is the staff 
of life and main crop. Other leading agricultural products 
include corn, fruits and nuts, cotton, wool, animal skins, 
hides and casings, and vegetables. In years of good preci- 
pitation, Afghanistan raises enough wheat and other foods 
to satisfy most of its domestic needs. But periodic occur- 
rences of drought, as in the early 1970's and in 1977, have 
had serious deleterious effects on the economy. 


Industry accounts for only about 10% of Afghanistan's GNP, 
and much of it is related to processing such farm products 
as cotton, wool, leather, and raisins. The remaining in- 
dustry is largely related to Afghanistan's mineral wealth. 
The nation exports over ninety percent of its most lucrative 
mineral resource, natural gas, to the neighboring USSR and 
uses the remainder locally for fertilizer and power pro- 
duction. Soviet experts have found some oil deposits which 
they say merit their constructing a refinery adequate to 
meet most of Afghanistan's refined petroleum products needs; 
Afghanistan nwust now import all of its petroleum needs. The 
Soviets are also planning to develop copper deposits near 
Kabul and, they, the Czechs, and probably the World Bank 
will help develop Afghanistan's extensive coal deposits. 
Afghanistan has a growing cement industry, and exports 

lapis lazuli (a semi-precious stone), talc and barite. 

It also has unexploited iron deposits. 


Despite the backwardness of much of its economy, Afghanistan 
has been able to build up its gold and foreign exchange re- 
serves dramatically over the past several years. Factors 
contributing to this buildup, despite perennial official 
trade deficits, include sizable foreign aid inputs from bi- 
lateral and multi-lateral donors, remittances from Afghan 
workers in such Moslem countries as Iran, re-exports (a 
euphemism for the smuggling of many imported goods, such 

as tires and cigarettes, out of the country), and generally 
favorable terms of trade for Afghanistan's major indigenous 
exports, dried and fresh fruits and nuts, cotton, natural 
gas, and handicrafts (including carpets). Moreover, Afghan 
governments (including the present revolutionary regime) 
have tended to be fiscally and monetarily conservative. 
Thus, Afghanistan increased its reserves by an estimated 
$100 million in 1978/79 and now has sufficient reserves 

to finance about a year's imports. Inflation and money 
supply increases have been moderate. 





In April 1978, the Peoples Democratic Party of Afghanistan 
(PDPA or Khalq Party) overthrew the Daoud government and 
announced a revolutionary program designed to provide in- 
creased food, shelter and clothing to Afghanistan's inm- 
poverished masses. Politically, the regime declared it- 
self nonaligned, but moved even closer to the Soviet Union 
and the latter's allies than its predecessors had been. 
Although the new leadership has refrained from calling 
itself communist, its espousal of Marxist-Leninist ideo- 
logy and terminology and its close ties with socialist 
states have convinced many Afghans that the government 

is openly determined to transform this overwhelmingly 
Moslem country into an atheistic, communist state on the 
Cuban, Mongolian or Albanian model. 


The Khalqi regime's staunchly pro-Soviet stance in iterna- 
tional forums, the marked increase in the number of Soviet 
advisors in civilian ministries and the military since 

the 1978 revolution, and the alleged persecution of some 
Moslem religious leaders may have rekindled traditional 
Afghan nationalism and Islamic fervor among many Afghans. 


Some Afghans have begun to challenge the regime in various 
ways, including with arms. However, with the exception of 
a March 1979 uprising in Herat which the regime put down, 
the sporadic disturbances and guerilla attacks have been 
limited to the countryside. The regime still controls all 
urban areas, although its writ does not go unchallenged in 
Many tribal and rural areas. 


The economy's key agricultural sector faces serious man- 
made and natural problems. In July 1978, the regime for- 
bade the traditional usurious practices of feudal landlords 
and village moneylenders. However salutary this act may be 
in theory, the government has not yet been able to provide 
adequate alternative sources of credit to the majority of 
small farmers. In January 1979, the government inaugurated 
an ambitious land reform program which limits land holdings 
to 15 acres of "first-class land" or its equivalent, and 
redistributes "excess" lands to "deserving peasants and 
nomads" in 2 1/2 acre plots. Again, the government began 
implementing its reform program without first assuring 
that cooperatives and extension services could provide 

the agricultural inputs which the former big landlords 

had provided. Although the government anticipated that land 
reform would initially diminish production, there are 
indications that the Government's inability to provide 





those inputs in a timely fashion, as well as reported nega- 
tive reactions to that program, per se, may hurt plantings 

and therefore crop yields far more seriously than had been 

expected. 


Likely drought conditions of unpredictable severity in 
various parts of Afghanistan during 1979 will compound 

the man-made problems. The 1978-79 winter was unusually 
mild and crucial hard-pack snowfall in the central mountain 
areas during December and January was lacking. The result 
will probably be markedly decreased wheat crops and lo- 
wered export earnings from raisins and other fruits. A 
severe drought could also significantly harm livestock 
herds. In anticipation of a 500,000 - 900,000 ton short- 
fall in the 1979 wheat crop, the government has been 
seeking donations of wheat and may enter international 
markets to purchase as many as 500,000 tons; the importation 
of such quantities of wheat could, however, pose serious 
logistic problems for land-locked Afghanistan. (In 

March 1979, a Soviet grant of 100,000 tons of wheat was 
announced.) 


Wheat purchases might cost Afghanistan as much as $150 
million in 1979. Increased defense expenditures for fo- 
reign equipment (mainly Soviet) since late 1978 could, if 


they continue, also constitute a sizeable drain on the 
nation's monetary reserves. Workers' remittances from 

Iran (estimated at well over $100 million in 1977/78) have 
decreased drastically since the autumn of 1978 owing to the 
turmoil there. The expulsion of most Afghan workers from 
Iran would mean little or no foreign exchange earnings 

from that source in 1979. 


Notwithstanding its protestations of support for private 
property, the government has intimidated most of Afghanis- 
tan's private sector which traditionally provided a large 
share of public revenues through import duties. Although 
up-to-date statistics are lacking, it is widely believed 
that commercial imports, and hence tax revenues, have fallen 
off drastically since the autumn of 1978. Government control 
of imports through the formation of "importer associations" 
whereby the private sector must channel most of its imports 
through the Commerce Ministry has not helped. The govern- 
ment has also forbidden any exclusive agency relationship 
between private firms and foreign suppliers. Furthermore, 
the government has expanded its barter trade through nu- 
merous new agreements with the socialist countries since 





April 1978. One effect of such deals (although the prices 
that Moscow pays for cotton, raisin and natural gas imports 
are reportedly favorable to Afghanistan) is to limit the 
nation's ability to earn free foreign exchange in inter- 
national markets, thus tying Afghanistan's economy ever 
more tightly to that group of countries. The Soviet 

Union is Afghanistan's major trading partner, although 
Japan is the principal supplier of commercial imports. 
Most imports enter land-locked Afghanistan through the 
Soviet Union, providing yet another important economic 
Link .to! that: country’. 


The new Afghan regime jettisoned the Seven-Year Plan of 
the ousted Daoud government and promised to introduce its 
Own Five-Year Plan for the period beginning March 21, 1979 
(the beginning of Afghan year 1358). Afghan planners, 
with significant assistance from Soviet and other socia- 
list advisors, originally hoped to emphasize industria- 
lization in that Plan, but economic reality forced the 
government to readjust its goals in late 1978 so as to 
concentrate initially on agricultural development and 
agri-business. 


Although the government has not yet revealed its new Five- 
Year Plan, it seems clear that the Plan as it emerged from 
various ministries was overly ambitious both in terms of 

the nation's ability to implement it (e.g., some poorly 
conceived projects which often ignored shortages of skilled 
manpower), and in terms of financing (the projects may have 
totaled as much as $4-5 billion). Although the USSR and other 
East European countries are prepared to be generous to this 
leftist regime, it seems clear that there are limits to 
their largesse. The USSR has promised to provide $1 billion 
in aid over the Plan's life, in addition to donations of 
wheat and the funding of the huge Ainaq copper project. 
Other socialist states will probably not be able to provide 
more than $500 million or so to the Plan's completion. 
Accordingly, the Afghan government must either seek greater 
Free World assistance or scale back its ambitious develop- 
ment plans-- most likely both. 


Aid from the West will not make up the likely resource gap 
in the Plan's financing. The fact that the Five-Year Plan 
was not ready for presentation before its March 21, 1979 
starting date perhaps indicates that the gap is presently 
unbridgeable. Instead of presenting the Plan on schedule, 
the government merely outlined its budget for the new Afghan 





year 1358 (1979/80), which called for a 6% operational bud- 
get increase and a 15% developmental budget decrease as 
compared with the original 1357 (1978/79) budget. It now 
appears that the Five-Year Plan will be less a plan, per se, 
and more a series of annual budgets tied to an evolving 
developmental framework. 


Nonetheless, the aid that Afghanistan hopes to get from 

the West is substantial. The World Bank will lead the way 
with about $60 million in soft-term loans indicated for 

each of the next five years. The Asian Development Bank 

may loan $15-20 million per year during that period, at 
Similar soft terms, and the United Nations hopes to provide 
as much as $20 million per year. West Germany, the Islamic 
Development Bank, Japan, Great Britain, and other non-socia- 
list donors have indicated aid in the neighborhood of $55 
Million for 1979. 


The U.S. government had budgeted $15 million in grant aid 
for U.S. Fiscal Year 1979 and about $17 million in FY 1980. 
It had also projected annual $5 million increments for 

each of the next several fiscal years. However, as a result 
of an ongoing review of U.S.-Afghan bilateral relations since 
the April 1978 coup, and taking into account the circum- 
stances surrounding the tragic death of American Ambassador 
Dubs in February 1979, the White House decided in March 

1979 to severely reduce U.S. aid to Afghanistan for FY 1979 
and FY 1980. Most bilateral aid from the West is on a grant 
basis and most of the loans which Afghanistan receives from 
Western multilateral banks contain a large grant element. 
Most aid from socialist countries, however, has been on less 
generous terms. 


Afghanistan has requested that various donors forgive or 
reschedule its debts, apparently basing its request on an 
UNCTAD resolution urging debt relief for least developed 
countries. Nearly 2/3 of Afghanistan's debts are owed 

to the Soviet Union. Countries which have reportedly agreed 
to forgive Afghanistan's debts include Great Britain, Canada, 
Sweden, and Japan. West Germany will probably also do so 

an 2979. 


In addition to an anticipated decline in agricultural pro- 
duction later in 1979 (owing to likely drought conditions 
and adverse reactions to the government's economic policies), 
Afghanistan already confronts other serious economic problems. 





These include sporadic fuel shortages related to a cut-off 
of the Iranian supply line in late 1978 and rising domestic 
prices for some staples, including wheat and wheat flour. 
Indeed, during late 1978 and early 1979, it was occasion- 
ally difficult to find wheat in the Kabul bazaars not- 
withstanding a very good 1978 wheat crop. Wheat (much 
of it smuggled from Pakistan) only became plentiful in 
Kabul when price ceilings were removed. The resultant 
sharp rise in wheat prices has caused grumblings among 
low and fixed income Kabul residents who do not have access 
to subsidized commodities at government commissaries. 


The government foresaw that land reform would cause an 
initial drop in agricultural production and was mindful that 

droughts are a constant threat in arid Afghanistan. Accord- 
ingly, the government has been seeking to assure adequate 
food supplies through 1979 and, if necessary, into 1980. 

By then, it hopes domestic production will be sufficient 

to meet demand and to fill graneries against future droughts. 


Over the long run, land reform coupled with a complete 
panoply of agricultural services to its beneficiaries will 
probably increase global farm production and incomes. 


The government has thus far eschewed forced collectivi- 
zation and has opted for distributing lands to individual 
farmers who will be encouraged to join cooperatives. 


As of April 1979, the outlook for political stability is 
uncertain. On the one hand, the regime claims the support 
of 98% of the populace. The regime's only enemies, it says, 
are leftist and rightist "extremists," "narrow-minded na- 
tionalists," and unspecified foreign imperialists. On the 
other hand, the aforementioned disturbances and guerilla 
activities present continuing problems for the regime in 
various parts of the country. Indeed, in April 1979, the 
government banned temporarily the travel of most foreigners 
to cities outside of Kabul, presumably for legitimate 
security reasons. 


Barring increased or prolonged political turmoil, the out- 
look .for economic stability seems favorable. Most of Af-° 
ghanistan's principal exports should continue to command 
good prices over the next year or so. Foreign aid, while 
less than the government might want, will be maintained 

at fairly high levels. Foreign debt servicing should not 
be particularly burdensome over the next few years. Al- 
though the afghani will probably depreciate somewhat in 





1979 as less foreign exchange enters the money bazaars and 
banking system, such a decline in value of the local cur- 
rency should make Afghan exports more competitive in world 
markets. 


Summing up, as Of April 1979, the Afghan economy is in 
relatively good shape, particularly for a least developed 
country. There are, though, several potential problem 
areas which merit close watching. These include the 
political situation; food supplies and distribution; the 
degree to which the government binds itself and Afghan 
trade to socialist countries; government revenues and ex- 
penditures; and any sharp decline in foreign exchange 
reserves. We expect that the government can cope adequately 
with any food, budgetary and reserve problems that may 
arise in 1979. It undoubtedly does not regard its ex- 
panding ties with the socialist camp as a problem, rather 
it welcomes such expansion. But, as noted above, the 
political outlook remains uncertain. 


IMPLICATIONS FOR THE UNITED STATES 


The present Afghan government welcomes new foreign invest- 
ment in approved joint ventures with either the government 
or the private sector, provided that foreign ownership does 
not exceed 49%. Since the April 1978 revolution, however, 
few foreign companies have indicated interest in investing 
in Afghanistan. Indeed, some existing foreign investments 
are being either abandoned or liquidated. This trend toward 
disinvestment is not necessarily related to the socialist 
policies and goals of the new government, but reflects 
historic difficulties that foreign firms have encountered 
in doing business in Afghanistan. The level of foreign 
investments in Afghanistan has never been very significant 
in terms of the overall economy, although some such invest- 
ments have been quite important in certain fields. 


In mid-1978 the regime decreed the expulsion of five foreign 
trading companies, one of which is U.S.-owned, and levied 
very high retroactive taxes on them. Disputes arising 
largely from those tax assessments constitute a continuing 
irritant in Afghanistan's relations with the various con- 
cerned foreign governments. 


Since the April Revolution, the private sector's role in 
the economy has diminished considerably. In addition to 





forming the aforementioned importers associations to provide 
"guidance" to member firms, the regine has reserved for 
itself the importation of a growing list of goods (such 

as TV sets, radios, recorders, razor blades, and automo- 
tive tires and tubes). Most of these moves have not 
appreciably affected U.S. exporters; the United States has 
traditionally exported very little commercially to 
Afghanistan except for used clothing, which is imported out- 
side the importers association framework, and cigarettes. 
(The high delivered cost of most American goods is the main 
reason for this lack of exports.) 


The greatest commercial opportunities for U.S. firms over 
the next year lie in sales of foodstuffs, such as wheat, 
rice, sugar and vegetable oil, and in contracts to deliver 
goods and services under World Bank, Asian Development 
Bank, and Islamic Development Bank financed projects. 
These development projects will probably include the ex- 
pansion of irrigated farming (particularly in the Helmand 
Valley area), agri-business (including processing equipment 
for cotton, edible oils and dried fruits) the extension 
of educational facilities to remote areas of the country, 
coal mining, communications (especially an earth satellite 
ground station), and a cement plant. 


One key area of the Afghan economy in which the United States 
has played a leading role, even since the revolution, is 
Civadl aviation. : The. nation's international, air-carrier, 
Ariana Afghan Airlines, has only U.S. planes and, in 

July 1978, chose to upgrade its fleet by buying a DC-10 
wide-bodied plane. Ariana successfully negotiated Eximbank 
financing for the $55 million package in December 1978. 

The new plane, which is scheduled to be delivered in 
September 1979, should help promote tourism to Afghanistan. 


Another area in which the United States could offer distinct 
advantages to Afghanistan is oil exploration. Unfortunately, 
the government does not want to deal with private firms and 
seems, in any case, to want to keep oil and gas development 
in the Soviet Union's exclusive sphere. 


Despite a downturn in bilateral relations that has developed 
since the killing of Ambassador Dubs and the cutback in 
direct U.S. aid, the Afghan government asserts that it 
desires good relations with the United States. There is a 
large reservoir of good will toward Americans and things 
American among the Afghan people. 





So far, U.S. business visitors and bankers have been well- 
received in most Afghan government offices and by the private 
sector (although Afghan businessmen now have to be very 
cautious about contacts with their Western counterparts). In 
negotiating contracts or sales with Afghans, whether govern- 
ment officials or representatives of private interests, U.S. 


firms should expect hard bargaining. 


Patience, perseverance, 


and good humor are as necessary as are quality products, 
effective servicing, and competitive prices. 


Key Afghan government officers for foreign business contacts 


include the following: 


Executive Vice President 

Afghan Food Procurement Department 
The Dilos 

Kabul, Afghanistan 


President of Planning 

Ministry of Water and Power 
Democratic Republic of Afghanistan 
Kabul, Afghanistan 


President of Planning 
Ministry of Agriculture and 
Land Reform 
Democratic Republic of Afghanistan 
Kabul, Afghanistan 


The Economic-Commercial Section of 


President of Planning 

Ministry of Mines & Industry 

Democratic Republic of 
Afghanistan 

Kabul, Afghanistan 


President of Planning 

Ministry of Communications 

Democratic Republic of 
Afghanistan 

Kabul, Afghanistan 


President 

Afghan Chamber of Commerce 
and Industry 

Democratic Republic of 
Afghanistan 

Kabul, Afghanistan 


the American Embassy at 


Kabul will be pleased to assist, as appropriate, all U.S. 


business representatives and bankers. 


The U.S. Department of 


Commerce and its field offices around the country can provide 
American firms with up-to-date information on the latest trade 
opportunities and conditions in Afghanistan. 
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